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FINANCIAL HIGHLIGHTS

December 31, 2002

(Dollars in Thousands)

Totalassets ....................... $319,097

Total loans, net of allowance ........... 277,897

Securities and short term investments .... 26,136

Deposits . ... 221,590

Borrowings .. ........ .. ... 70,473

NetIncome ........................... 2,715

Shareholders’ equity .................. 25,502

Shareholders’ equity as percent of assets ... 7.99%
ANNUAL MEETING

The Annual Meeting of Shareholders of LSB
Financial Corp. will be held April 16, 2003 at 9:00
a.m. local time at the Riehie Plaza, located at 200
N. Second Street, Lafayette, Indiana.




LSB Fmvanciar Corp.
March 14, 2003
Dear Shareholders:

We are extremely pleased to present you with our results from 2002. We achieved
several records and reached one noteworthy milestone in 2002. These achievements included
record earnings of $2.7 million, up 25% over 2001; record return on equity of 10.99% and record
diluted earnings per share of $1.97, 24% higher than in 2001. The milestone was reaching $300
million in asset size. At December 31, 2002, our assets totaled $319 million, an increase of $38
million from 2001. In addition, we originated over $188 million in loans in 2002, and sold over
$55 million of these loans in the secondary market, generating $984,000 in gains. As I said, we
were very pleased.

Our management team went into this year challenged with ambitious goals. They set
strategies, followed through and produced remarkable results. But a management team can’t do
it alone. The entire staff of the bank joined in an effort, which will continue into the foreseeable
future, to realize “e-cubed” - exceeding expectations everyday. We will only be satisfied when
we have made every customer’s banking experience exceed their expectations.

We spend a considerable amount of time monitoring the effect of the sluggish national
economy on Greater Lafayette. While our economy is generally quite resilient due to the
presence of the county government, Purdue University and a healthy representation of
manufacturing and high-tech firms, we aren’t completely immune to a prolonged downturn.
Therefore management diligently monitors asset quality for signs of decline. Because this
analysis has identified some weakening in asset quality, we have prudently and proactively
increased the allowance for loan losses to $2.0 million, an increase of $564,000 over the balance
at December 31, 2001, to .72% of total loans, compared to .59% at year end 2001. Asa
community bank, we continue to work with our customers who are temporarily affected by the
slowdown.

" All of these accomplishments should be good news to you, our shareholders, because
they will ultimately produce consistent returns on your investment. An enthusiastic management
team and staff delivering excellent customer service and innovative products has been shown to
be a successful way to enhance long-term shareholder value.

The management team, the board of directors and the employees thank you for your continued
support. We are looking forward to meeting the challenges again in 2003.

Respectfully,

President and Chief Executive Officer




SELECTED FINANCIAL INFORMATION

The following financial information does not purport to be complete and is qualified in
its entirety by reference to the more detailed financial information contained elsewhere herein.

Selected Financial Condition Data

Totalassets .........vvi i
Loans receivable,net ........................
Securities available-for-sale . ..................
Short-term investments ......................
Deposifs .. o.vt e
Total borrowings ............... ... .. ......
Shareholders’ equity (net) ....................

Selected Operations Data:

Total interestincome .. ....... ... ovrinr....
Total interest €Xpense . ......covvvvvrenennoenn,
Netinterestincome ..............couuuueo...

Net interest income after provision for loan losses . .
Deposit account service charges ................
Gain (loss) on sales of mortgage loans ...........
Gain (loss) on sales of securities ................
Other non-interest income . ....................

Total non-interestincome . .. ..o,
Total non-interest expense .....................

Income beforetaxes ...............oint..
Incometaxes ......... .. . i
NetinCOMmME .« . oottt et et e et et e

Eamningspershare ............ ... ... ...,
Earnings per share, assuming dilution ............
Dividends paidpershare ......................

December 31,

1998 1999 2000 2001 2002
$232,811 $257,139 $282,225 $280,963 $319,097
199,346 223,362 248,256 242239 277,897
12,675 10,704 11,590 10,733 11,779
8,254 7,500 7,912 12,314 14,357
161,781 174,617 189,700 195,952 221,590
51,656 61,879 69,498 60,345 70,473
18,194 19,810 21,766 23,388 25,502

December 31,

1998 1999 2000 2001 2002
$17,036 $18,492 $20,646 $ 21,539 § 20,098
9.827 10,444 12,149 12,939 9.930
7,209 8,048 8,497 8,600 10,168
104 120 144 444 700
7,105 7,928 8,353 ‘8,156 9,468
551 590 604 753 707
425 159 93 680 984

9 2 2 1 -
339 486 574 589 445
1,324 1,237 1,273 2,023 2,136
5.497 6.014 6.339 6,813 7.197
2,932 3,151 3,287 3,366 4,407
1,192 1,227 1,235 1,203 1,692
$1740 § 19248 2052 § 2163 § 2715
$ 1308 1478 155 § 162§% 2.03
1.25 143 1.52 1.59 1.97
27 32 36 40 44




December 31.

1998 1999 2000 2001 2002
Selected Financial Ratios and Other Data:
Performance Ratios:
Return on assets (ratio of net income
to average total assets) ...................... 0.78% 0.77% 0.76% 0.75% 0.90%
Return on equity (ratio of
net income to average equity) ................. 9.54 10.13 9.86 9.51 10.99
Interest rate spread information:
Average duringperiod ......... ... ... ........ 324 3.15 3.07 291 3.33
Net interest margin®® ... ... . ... ... .......... 3.43 3.36 3.29 3.13 3.50
Operating expense to average total assets ......... 248 241 2.36 2.37 237
Average interest-earning assets to
average interest-bearing liabilities . .. ........... 1.04x 1.05x 1.05x 1.05x 1.05x
Quality Ratigs:
Non-performing assets to total assets
atendofperiod .............. .. ... ool 1.17% 0.39% 0.35% 0.98% 1.12%
Allowance for loan losses to
non-performing loans . ...................... 57.80 90.03 104.47 51.81 60.30
Allowance for loan losses to loans
receivable, ........ ... ... . . e, 0.79 0.40 0.41 0.59 0.72
Capital Ratios:
Shareholders’ equity to total assets
atendofperiod ............ . ... ... L 7.81 7.70 7.71 8.32 7.99
Average shareholders’ equity to
averagetotalassets ........... ... ... ... 822 7.61 7.74 7.91 8.15
Dividend payoutratio ........................ 21.60 22.38 23.68 25.16 22.34
Other Data:
Number of full-service offices ................. 4 4 4 5 5

) Net interest income divided by average interest-earning assets.




MANAGEMENT'’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

General

On February 3, 1995, LSB Financial Corp., an Indiana corporation, became the holding
company of Lafayette Savings Bank, FSB. LSB Financial Corp. has no separate operations and
its business consists only of the business of the Lafayette Savings Bank. References in this
Annual Report to “we,” “us” and “our” refer to LSB Financial and/or Lafayette Savings as the
context requires.

Business Strategy

We have been, and intend to continue to be, a community-oriented financial institution.
Our primary business consists of attracting deposits from the general public and using these
deposits to provide financing for the purchase and construction of residential and other
properties. The results of operations, therefore, are dependent primarily on net interest income,
which is the difference between the interest income earned on our loan and investment portfolios
and our cost of funds, which consists of interest expense incurred on deposits and borrowings.
Net interest income is directly affected by the relative amounts of interest-earning assets and
interest-bearing liabilities and the interest rates earned or paid on such amounts. Our operating
results are also affected by the level of the provision for loan losses, the level of non-interest
income, including gains and losses on the sale of loans, and non-interest expenses. Our non-
interest expenses consist principally of employee compensation, occupancy expenses and other
general and administrative expenses.

Significant external factors impacting our results of operations include the general
economic environment, changes in the level of market interest rates, government policies, actions
by regulatory authorities and competition. Our cost of funds is influenced by interest rates on
competing investments and general market rates of interest. Lending activities are influenced by
the demand for real estate loans and other types of loans, which are in turn affected by the
interest rates at which such loans are made, general economic conditions affecting loan demand
and the availability of funds for lending activities.

Our basic mission is to maintain our focus as an independent, community oriented
financial institution serving customers in our market area. Our Board of Directors has sought to
accomplish this mission through the adoption of a strategy intended to maintain a strong capital
position and high asset quality, manage our vulnerability to changes in interest rates, optimize
our net interest margin and achieve controlled asset growth. Key components of this strategy
have been (i) emphasizing one- to four-family residential mortgage lending, (ii) supplementing
residential mortgage lending with multi-family and commercial real estate, consumer and
construction loans, (iii) expanding commercial business lending, (iv) emphasizing adjustable-rate
and/or short term loans and investments and (v) gradually building our core deposit base.




This year due to the general economic environment, we sold $55.1 million of one- to
four-family fixed rate mortgage loans in the secondary market, offsetting the resulting decrease in
that portfolio to some extent with growth in our non one-to-four family loan portfolios.

The results of our business strategy may be illustrated as follows:

e One- to four-family loans (including loans held for sale) increased from
$131.5 million at December 31, 2001 to $144.1 million at December 31,
2002.

° All other loans, net, including multi-family, land and land development,

construction, commercial real estate, consumer and commercial business
loans increased from $110.8 million at December 31, 2001 to $133.8
million at December 31, 2002.

L At December 31, 2001, 74.21% of our gross loan portfolio had adjustable
interest rates.
° Total deposit accounts increased from $196.0 million at December 31,

2001 to $221.6 million at December 31, 2002, with core deposits
increasing from $62.3 million to $73.6 million over the same period.

Financial Condition

The size of our net loan portfolio increased from $242.2 million at December 31, 2001 to
$277.9 million at December 31, 2002, an increase of 14.72%. The increase in the loan portfolio
was due to a $23.0 million increase in multi-family, land and land development, construction,
commercial real estate, consumer and commercial business loans, and a $12.6 million increase in
one- to four-family loans, which included a $4.0 million increase in loans held for sale. This
increase was accompanied by a $6.1 million increase in loans sold in the secondary market. We
typically retain the servicing rights on loans sold in the secondary market in order to maintain a
business relationship with the borrowers. We attribute this increase in mortgage loan activity to
the continuing low interest rate environment during 2002, which prompted many borrowers to
refinance their residential mortgage loans and others to originate or restructure commercial
projects to take advantage of low funding costs.

Comparing the loan sales in 2002 with that of prior years, we sold fixed rate loans with
servicing rights retained totaling $2.5 million in 2000 and $42.9 million in 2001, compared with
$53.1 million in 2002. These sales were based upon asset/liability management considerations.
In addition, during 2000, 2001, and 2002 we originated and sold $11.2 miilicn, $6.1 million, and
$2.0 million respectively, of fixed-rate loans on the secondary market with servicing released.
See "Asset/ Liability Management." Adjustable rate loans were retained in our loan portfolio.

Cur portfolio of securities and short-term investments increased from $23.0 million at
December 31, 2001 to $26.1 million at December 31, 2002, as we continue to maintain a
laddered security portfolio for liquidity purposes.




Deposit accounts increased by 13.08% or $25.6 million from December 31, 2001 to
December 31, 2002. Much of this increase was due to our periodically soliciting broker-
originated certificates of deposit when issues are available that meet our interest rate and liquidity
needs. Checking accounts with no monthly fees and no minimum balance requirements also
attracted new depositors, as did our continuing effort to offer competitive certificate of deposit
products.

We utilize advances available through the Federal Home Loan Bank ("FHLB") to provide
additional funding for loan growth as well as for asset/liability management purposes. At
December 31, 2001, we had $60.3 million in FHLB advances outstanding. Because of the
increased loan growth, we increased FHLB advances in 2002 to $70.5 million, an increase of
$10.1 million or 16.78%.

Shareholders’ equity increased $2.1 million, or 9.04%, during 2002 primarily as a result
of net income of $2.7 million, partially offset by our payment of dividends on common stock and
the repurchase of 16,979 shares of our stock as part of a stock repurchase plan. Shareholders’
equity to total assets was 7.99% at December 31, 2002 compared to 8.32% at December 31,
2001. -

Results of Operations

Cur results of operations depend primarily on the levels of net interest and non-interest
income and our control of operating expenses. Net interest income is dependent upon the
volume of interest-earning assets and interest-bearing liabilities and upon the interest rate which
is earned or paid on these items. Our results of operations are also affected by the level of the
provision for loan losses as well as non-interest income.
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Rate/Volume Analysis of Net Interest Income

The following table presents the dollar amount of changes in interest income and interest
expense for the major categories of interest-earning assets and interest-bearing liabilities. The
change in total interest income and total interest expense is allocated between those related to
changes in the outstanding balances and those due to changes in interest rates. For each category
of interest-earning assets and interest-bearing liabilities, information is provided on changes
attributable to (i) changes in volume (i.e., changes in volume multiplied by old rate) and (i1)
changes in rate (i.e., changes in rate multiplied by old volume). For purposes of this table,
changes attributable to both rate and volume, which cannot be segregated, have been allocated
proportionately to the change due to volume and change due to rate.

Year Ended December 31,
2000 vs. 2001 2001 vs. 2002
Increase Increase
(Decrease) Total (Decrease) Total
Due to Increase Due to Increase
Volume Rate (Decrease) Volume Rate (Decrease)

(Dollars in thousands)
Interest-earning assets:

Loans receivable ................ $ 987 $ (62) $925 $1,070 $(2,221)  $§(1,151)
Mortgage-backed securities . .. ... .. (16) ) (18) 47 a7n (64)
Other investments ............... 194 (201) 0] 40 (222) (182)
FHLBstock .................... _19 _(26) (D _S (49) (44)
Total interest-earning assets ... ... $1,184 $(291) _893 $1.067 3$(2,508) (1.441)
Interest-bearing liabilities:
Savings deposits ................ $ 1 $ 40 (39 $ 28 % (192 (164)
Demand deposits and NOW accounts 36 (74) (38) 59 (316) (257)
Time deposits .................. 648 38 686 62 (2,414) (2,352)
Borrowings .................... _183 (2) _181 98 (334) _(236)
Total interest-bearing liabilities ... $ 868 $_(78) 790 $247 $(3.256) (3.009
Net interest income .............. $ 103 31,568




Comparison of Operating Results for the Years Ended December 31, 2002 and December
31, 2001.

General, Net income for the year ended December 31, 2002 was $2.7 million, an
increase of $552,000 or 25.52% compared to net income for the year ended December 31, 2001.
This increase was primarily due to a $1.6 million increase in net interest income and a $304,000
increase in the net gain on sale of mortgage loans, partially offset by a $256,000 increase in the
provision for lean losses and a $384,000 increase in non-interest expenses.

Our return on average assets was 0.90% for the year ended 2002, compared to 0.75% for
the year ended 2001. Return on equity was 10.99% for the year ended 2002, compared to 5.51%
for 2001. Average shareholders’ equity to average total assets was 8.15% for the year ended
2002, compared to 7.91% for the year ended 2001. During 2002 we paid regular quarterly cash
dividends on common stock totaling $587,000 for the year, or $.44 per share, representing a
dividend payout ratio, dividends declared per share divided by diluted net income per share, of
approximately 22%.

Net Interest Income. Net interest income for the year ended December 31, 2002
increased $1.6 million or 18.23% over the same period in 2001. This increase was partly
volume driven as average outstanding balances rose during the year, but also rate driven as
shown by the increase in our net interest margin (net interest income divided by average interest-
earning assets) from 3.13% for the year ended December 31, 2001, to 3.50% for the year ended
December 31, 2002. This increase in net interest margin was caused by a decline in the average
rate paid on deposit products primarily due to high fixed rate certificates of deposit maturing and
being replaced with lower rate products somewhat offset by the declining yield on loans due to
the large number of borrowers refinancing into lower rate loans.

Interest income on loans decreased $1.2 million, or 5.64%, for the year ended 2002
compared to the year ended December 31, 2001, primarily the result of a decrease in yield on
loans from 8.24% for the year ended December 31, 2001 to 7.36% for the year ended December
31, 2002, caused primarily by the decrease in market interest rates. This decrease in yield was
partially offset by an increase of $14.0 million in average loans outstanding, primarily the result
of the ongoing success of the Company's focus on commercial and consumer loan production and
by an increase in our residential real estate loan portfolio due to increased refinancing activity
due to low mortgage interest rates.

Interest earned on mortgage-backed securities decreased by $64,000 due primarily to a
$773,000 decrease in the average balance of the Company’s mortgage-backed securities as well
as a decrease in the average yield from 6.24% in 2001 to 5.45% in 2002. Interest earned on other
investments and Federal Home Loan Bank stock decreased by $182,000 and $44,000,
respectively, for the year ended December 31, 2002 compared to the same period in 2001. This
was the result of a decrease in the average yield on the average balance of other investments from
3.28% for the year ended 2001 to 2.26% in 2002, and on Federal Home Loan Bank stock from
7.43% in 2001 to 6.03% in 2002, offset by an increase in average balances of $1.7 million. The
yield decrease was generally due to lower rates in the economy.
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Interest expense for the year ended 2002 decreased $3.0 million or 23.26% over the same
period in 2001. This decrease was primarily due to a decrease in the rate paid on interest bearing
liabilities from 4.92% in 2001 to 3.59% in 2002 reflecting the generally lower interest rates over
the period, partially offset by an increase of $13.4 million in average interest-bearing liabilities,
consisting of an additional $11.7 million in the average balance of customer deposit accounts and
a $1.7 million increase in the average balance of Federal Home Loan Bank advances drawn to
fund loan demand. While the majority of expected rate savings on interest bearing liabilities has
been recognized and assuming rates stay at their current levels, we anticipate some additional
improvement as $16.0 million in Federal Home Loan Bank advances with an average rate of
6.10% and $18.0 million in certificate accounts with average rates over 4.00% are expected to
reprice to lower rates,

Provision for Loan Losses. We establish our provision for loan losses based on a
systematic analysis of risk factors in the loan portfolio. The analysis includes consideration of
concentrations of credit, past loss experience, current economic conditions, the amount and
composition of the loan portfolio, estimated fair value of the underlying collateral, loan
commitments outstanding, delinquencies and industry standards. From time to time, we also use -
the services of a consultant to assist in the evaluation of our growing commercial loan portfolio.
On at least a quarterly basis, a formal analysis of the adequacy of the allowance is prepared and
reviewed by management and the Board of Directors. This analysis serves as a point in time
assessment of the level of the allowance and serves as a basis for provisions for loan losses.

More specifically, our analysis of the loan portfolio will begin at the time the loan is
originated, when each loan is assigned a risk rating. If the loan is a commercial credit, the
borrower will also be assigned a similar rating. Loans that continue to perform as agreed will be
included in one of ten non-classified loan categories. Portions of the allowance are allocated to
loan portfolios in the various risk grades, based upon a variety of factors including, historical loss
history experience, trends in the type and volume of the loan portfolios, trends in delinquent and
non-performing loans, and economic trends affecting our market. Loans no longer performing as
agreed are assigned a lower risk rating, eventually resulting in their being regarded as classified
loans. A collateral re-evaluation form is completed on all classified loans. This process results
in the allocation of specific amounts ef the allowance to individual problem loans, generally
based on an analysis of the collateral securing those loans. These components are added together
and compared to the balance of our allowance at the evaluation date.

Non-classified loan categories include first mortgage loans on the following types of
properties: one-to-four family owner occupied, one-to-four family non-owner occupied, multi
family, non-residential, land and land development, and construction. Additional categories
include: second mortgage and home equity loans, unsecured commercial business loans, secured
commercial business loans, and consumer loans.

We recorded a $700,000 provision for loan losses during 2002 as a result of our analysis
of our current loan portfolios. There were $3.6 million of non-performing assets at December
31, 2002, consisting of $2.6 million in residential real estate mortgage loans, $173,000 in
commercial real estate mortgage loans, $258,000 in loans secured by land, $93,000 in consumer
loans and $232,000 in commercial business loans. There was also $279,000 in real estate and
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other property owned. We believe we are adequately reserved against any probable incurred
losses. At December 31, 2002, our allowance for loan losses equaled 0.72% of net loans
receivable compared to 0.59% at December 31, 2001. Non-performing loans totaled $2.8 million
at December 31, 2001,

Non-Interest Income. Non-interest income for the year ended December 31, 2002
increased by $113,000, or 5.59% compared to the same period in 2001. The increase was
primarily due to a $304,000 increase in gains on the sale of mortgage loans in the secondary
market due to a $6.1 million increase in loans sold, and to an adjustment to recognize the
increase in the value of loans held for sale at December 31, 2001 to market value. This increase
was partially offset by a $144,000 decrease in other non-interest income, primarily the result of
increased amortization on originated mortgage servicing rights. In 2001, $381,000 of the
$680,000 gain on the sale of loans and in 2002, $478,000 of the $984,000 gain on the sale of
loans can be attributed to establishing the criginated mortgage servicing right asset. This asset,
which represents the net present value of the expected servicing fee income over the life of a loan
is recorded as income at the time the loan is sold. It is amortized to expense over the expected
life of the loan and offsets the monthly service fee income actually received. Management
monitors the prepayment of sold loans and adjusts the amortization of the originated servicing
right asset to recognize the repayment and prepayment of sold loans and to assure that the
balance does not exceed the expected fair value of the servicing right asset. Amortization
increased in 2002 due to mortgage prepayments and a decline in the fair market value of
servicing rights related to the low interest rate environment. The originated servicing right asset
at December 31, 2001 was $704,000, compared to $813,000 at year-end 2002.

Non-Interest Expense. Non-interest expense for the year ended December 31, 2002
increased $384,000 over the same period in 2001. The major components of this increase
included a $338,000 increase in salaries and employee benefits partly due to the opening of our
fifth branch in May, 2001, and also to normal annual increases in salaries and benefits, The
increase in occupancy and equipment expense resulted substantially from the operation of the
fifth branch and adjustments to expense numerous small items which had been held in an
inventory account to facilitate property tax calculations. Decreases in other operating expenses
generally reflect the renegotiation of various contracts to recognize cost savings.

Income Tax Expense. The Company’s income tax provision increased by $489,000 for
the year ended December 31, 2002 compared to the year ended December 31, 2001, due to higher
taxable income.

Comparison of Operating Results for the Years Ended December 31, 2001 and December
31, 2000.

General. Net income for the year ended December 31, 2001 was $2.2 million, an
increase of $111,000 or 5.41% compared to net income for the year ended December 31, 2000.
This increase was primarily due to a $587,000 increase in the net gain on sale of mortgage loans
and a $149,000 increase in service charges on deposit accounts, partially offset by a $197,000
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decrease in net interest income after provision for losses and a $474,000 increase in non-interest
expenses.

Our return on average assets was 0.75% for the year ended 2001, compared to 0.76% for
the year ended 2000. Return on equity was 9.51% for the year ended 2001, compared to 9.86%
for 2000. Average shareholders’ equity to average total assets was 7.91% for the year ended
2001, compared to 7.74% for the year ended 2000. During 2001 we paid regular quarterly cash
dividends on common stock totaling $531,000 for the year, or $.40 per share, representing a
dividend payout ratio, dividends declared per share divided by diluted net income per share, of
approximately 25%.

Net Interest Income. Net interest income for the year ended December 31, 2001
increased $103,000 or 1.21% over the same period in 2000. This increase was primarily volume
driven as average outstanding balances rose during the year. Our net interest margin (net interest
income divided by average interest-earning assets) decreased from 3.29% for the year ended
December 31, 2000, to 3.13% for the year ended December 31, 2001. This decrease in net
interest margin was caused by a decline in the average yield on loans due to the large number of
borrowers refinancing into lower rate loans, with the loan yield declining faster than deposits
were repricing.

Interest income on loans increased $925,000, or 4.75%, for the year ended 2001
compared to the year ended December 31, 2000, primarily the result of an increase of $12.0
million in average loans outstanding. The increase in our loan portfolio was primarily the result
of the ongoing success of the Company's focus on commercial and consumer loan production.
This increase was partially offset by a decrease in our residential real estate loan portfolio due to
increased refinancing activity due to low mortgage interest rates resulting in increased sale of
loans on the secondary market. The increase in interest income attributable to volume was
slightly offset by a decrease in yield on loans from 8.27% for the year ended December 31, 2000
to 8.24% for the year ended December 31, 2001, caused primarily by the decrease in market
interest rates. '

Interest earned on mortgage-backed securities decreased by $18,000 due primarily to a
$249,000 decrease in the average balance of the Company’s mortgage-backed securities as well
as a decrease in the average yield from 6.32% in 2000 to 6.24% in 2001.

Interest expense for the year ended 2001 increased $790,000 or 6.50% over the same
period in 2000. This increase was primarily due to an increase of $16.7 million in average
interest-bearing liabilities, consisting of an additional $13.8 million in the average balance of
customer deposit accounts and a $2.9 million increase in the average balance of Federal Home
Loan Bank advances drawn to fund loan demand. The increase was partially offset by a decrease
in the rate paid on interest bearing liabilities from 4.94% in 2000 to 4.92% in 2001 reflecting the
generally lower interest rates over the period.

Provision for Loan Losses. As mentioned above, we establish our provision for loan

losses based on a systematic analysis of risk factors in the loan portfolio. The analysis includes
consideration of concentrations of credit, past loss experience, current economic conditions, the
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amount and composition of the loan portfolio, estimated fair value of the underlying collateral,
loan commitments outstanding and delinquencies. From time to time, we also use the services of
a consultant to assist in the evaluation of our growing commercial loan portfolio. On at least a
quarterly basis, a formal analysis of the adequacy of the allowance is prepared and reviewed by
management and the Board of Directors. This analysis serves as a point in time assessment of
the level of the allowance and serves as a basis for provisions for loan losses.

We recorded a $444,000 provision for loan losses during 2001 as a result of our analysis
of our current loan portfolios. There were $2.8 million of non-performing loans at December 31,
2001, consisting of $2.0 million in residential real estate mortgage loans, $172,000 in
commercial real estate mortgage loans, $468,000 in loans secured by land, and $85,000 in
consumer loans. There was also $25,000 in real estate and other property owned. We believe
we are adequately reserved against probable incurred losses. At December 31, 2001, our
allowance for loan losses equaled 0.59% of net loans receivable compared to 0.41% at December
31, 2000. Non-performing loans totaled $984,000 at December 31, 2000.

Nown-Interest Income. Non-interest income for the year ended December 31, 2001
increased by $750,000, or 58.92% compared to the same period in 2000. The increase was
primarily due to a $587,000 increase in gains on the sale of mortgage loans in the secondary
market resulting from a $35.3 million increase in loans sold, and a $149,000 increase in the
service charges and fees on deposit accounts due to increased numbers of those accounts. In
2000, $22,000 of the $93,000 gain on the sale of loans and in 2001, $381,000 of the $680,000
gain on the sale of loans can be attributed to establishing the originated servicing right asset.
This asset, which represents the net present value of the expected servicing fee income over the
life of a loan is recorded as income at the time the loan is sold. It is amortized to expense over
the expected life of the loan and offsets the monthly service fee income actually received.
Management monitors the prepayment of sold loans and adjusts the amortization of the
originated servicing right asset to recognize the repayment and prepayment of scld loans. The
originated servicing right asset at December 31, 2001 was $704,000, compared to $449,000 at
year-end 2000.

Non-Interest Expense. Non-interest expense for the year ended December 31, 2001
increased $474,000 over the same period in 2000. The major components of this increase
included a $432,000 increase in salaries and employee benefits partly due to the opening of our
fifth branch in May, 2001, and also to the transition costs involved in hiring a new president and
CEQO to replace Mr. Corey who retired at the end of 2001. The decrease in occupancy and
equipment expense resulted substantially from finalizing the expected useful life and estimated
depreciation expense related to significant construction and renovation projects in 2000 and
2001, and older assets becoming fully depreciated. As the Bank continues to grow and invest in
new facilities and equipment, management expects depreciation expense will increase. Increases
in other operating expenses generally reflect the additional expenses incuired in connection with
the opening of the new branch.

Income Tax Expense. The Company’s income tax provision decreased by $32,000 for

the year ended December 31, 2001 compared to the year ended December 31, 2000, due to higher
non-taxable income and the effect of apportionment on effective state tax rates.
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Asset/Liability Management

We, like other financial institutions, are subject to interest rate risk to the extent that our
interest-bearing liabilities reprice on a different basis than our interest-earning assets. The Office
of Thrift Supervision ("OTS"), our primary regulator, supports the use of a net portfolio value
("NPV") approach to the quantification of interest rate risk. In essence, this approach calculates
the difference between the present value of expected cash flows from assets and the present value
of expected cash flows from liabilities, as well as cash flows from off balance sheet contracts.
An NPV ratio, in any interest rate scenario, is defined as the NPV in that rate scenario divided by
the market value of assets in the same scenario - essentially a market value adjusted capital ratio.

It has been and continues to be a priority to manage interest rate risk and thereby limit
any negative effect of interest rate changes on our net portfolio value. Our asset/liability policy,
established by the board of directors, sets forth acceptable limits on the amount of change in net
portfolio value given certain changes in interest rates. We have an asset/liability management
committee which meets weekly to review our interest rate position, and a board investment
committee which meets quarterly to review interest rate risk position and other related matters,
and to make recommendations for adjusting this position to the full board of directors. In
addition, the investment committee meets semi-annually with our outside investment advisors to
review our investment portfolio and strategies relating to interest rate risk. Specific strategies
have included the sale of long-term, fixed rate loans to reduce the average maturity of our
interest-earning assets and the use of Federal Home Loan Bank advances to lengthen the
effective maturity of our interest-bearing liabilities. In the future, our community banking
emphasis, including the origination of commercial business loans, 1s intended to further increase
our portfolio of short-term and/or adjustable rate loans.

Presented below, as of December 31, 2001 and 2002, is an analysis of our interest rate
risk as measured by the effect on NPV caused by instantaneous and sustained parallel shifts in
the yield curve, in 100 basis point increments, up and down 300 basis points, and compared to
Board policy limits. (One hundred basis points equals one percent.) The Board Limit column
indicates the lowest allowable limits for NPV after each interest rate shock. As indicated on the
chart, at December 31, 2002, our NPV was 8.22%. Assumptions used in calculating the amounts
in this table are OTS assumptions. Subjecting our balance sheet tc an instantaneous and
sustained 200 basis point positive shift in the yield curve resulted in a NPV ratio of 8.64%. This
means the computed impact of a 200 basis point increase in rates is that our ability to generate
income would increase and, as a result, the NPV of our equity would increase under that interest
rate scenario. No information is provided for a negative 200 or 300 basis point shift in interest
rates for 2002, due to a low prevailing interest rate environment making such scenarios unlikely.
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Change in Board Limit At December 31, 2001 At December 31, 2002
Interest Rate Post-shock Post-shock Change Post-shock Change
(Basis Points) NPV Ratio NPV Ratio (Basis Points) NPV Ratio (Basis Points)
300 bp 6.00% 8.45% -128 bp 8.52% 3ibp
200 7.00 9.06 -67 8.64 42
100 8.00 9.48 -25 8.54 33
0 8.00 9.73 8.22
-100 8.00 9.72 0 7.67 -55

In evaluating our exposure to interest rate risk, certain shortcomings inherent in the method
of analysis presented in the foregoing table must be noted. For example, although certain assets
and liabilities may have similar maturities or periods to repricing, they may react in different
degrees to changes in market interest rates. Also, the interest rates on certain types of assets and
liabilities may fluctuate in advance of changes in market interest rates, while interest rates on
other types may lag behind changes in market rates. Further, in the event of a change in interest
rates, prepayments and early withdrawal levels may deviate significantly from those assumed in
calculating the table. Finally, the ability of many borrowers to service their debt may decrease in
the event of an interest rate increase. As a result, the actual effect of changing interest rates may
differ from that presented in the foregoing table.

We also make use of "gap" analysis which measures the difference between the amount of
interest-earning assets which are anticipated to mature or reprice within a particular period and
the amount of interest bearing liabilities which are expected to reprice in that same period. We
rely on certain assumptions, such as the amount and timing of loan prepayments in the
measurement of the interest rate sensitivity gap. Similar shortcomings to those experienced with
NPV analysis are also inherent in the gap method of analysis. Our analysis at December 31,
2002 indicated a 15.46% positive one-year gap, that is, in the next twelve months, we expect
15.46% more assets than liabilities will reprice. The reason for this gap is that deposit customers
have generally been attracted to longer term deposits which offer somewhat higher rates, while
borrowers continue to refinance their mortgage loans to fixed rate loan products, which we
typically sell on the secondary market. This positive gap could cause some downward pressure
on interest rate margins should interest rates further decline.

Liquidity and Capital Resources

Our primary sources of funds are deposits, repayment and prepayment of loans, interest
earned on or maturation of investment securities and short-term investments, borrowings and
funds provided from operations. While maturities and the scheduled amortization of loans,
investments and mortgage-backed securities are a predictable source of funds, deposit flows and
mortgage prepayments are greatly influenced by general market interest rates, economic
conditions and competition.

Our primary investing activities are the origination of loans and the purchase of securities.

During the years ended December 31, 2000, 2001 and 2002, the Bank originated loans totaling
$84.3 million, $146.8 million and $188.6 million respectively.
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During the years ended December 31, 2000, 2001 and 2002, these investment activities
were funded primarily by principal repayments and prepayments on loans and maturities of
investment securities totaling $53.2 million, $117.0 million, and $99.4 million, respectively. The
proceeds from the sale of loans totaled $13.9 million, $49.0 million and $55.1 million for the
years ended December 31, 2000, 2001 and 2002, respectively. Sales of available-for-sale
securities in 2000 generated proceeds of $502,000 and $30,000 in 2002. There were no security
sales in 2001.

The major sources of cash from financing activities in the years ended December 31, 2000,
2001 and 2002 were increases in deposits of $15.1 million, $6.3 million and $25.6 million,
respectively. In the years ended December 31, 2000 and 2002, financing also was provided by
net borrowings of $7.7 million and $10.1 million, respectively. In 2001 we were able to repay
borrowings of $9.2 million. We had available lines of credit from the Federal Home Loan Bank
equal to $1.0 million at December 31, 2000, 2001 and 2002. We currently use, and intend to
continue to use, Federal Home Loan Bank advances as a source of funding for loans when
advantageous interest rate risk matches can be found.

Liquidity management is both a daily and long-term function for our senior management.
We adjust our investment strategy, within the limits established by the investment policy, based
upon assessments of expected loan demand, expected cash flows, Federal Home Loan Bank
advance opportunities, market yields and the objectives of our asset/liability management
program. Base levels of liquidity have generally been invested in interest-earning overnight and
time deposits with the Federal Home Loan Bank of Indianapolis. Funds for which a demand is
not foreseen in the near future are invested in investment and other securities for the purpose of
yield enhancement and asset/liability management.

Our current internal policy for liquidity is 6% to 8%. Our liquidity ratios at December 31,
2000, 2001 and 2002 were 7.31%, 9.11% and 8.42% respectively.

We anticipate that we will have sufficient funds available to meet current loan
commitments. At December 31, 2002, we had outstanding commitments to originate loans and
available lines of credit totaling $60.2 million and commitments to provide funds to complete
current construction projects in the amount of $4.9 million. Certificates of deposit which will
mature in one year or less at December 31, 2002 totaled $88.2 million. Based on our experience,
our certificates of deposit have been a relatively stable source of long-term funds as such
certificates are generally renewed upon maturity since we have established long-term banking
relationships with its customers. Therefore, we believe a significant portion of such deposits will
remain with us, although this cannot be assured.

LSB Financial also has a need for, and sources of liquidity. Liquidity is required to fund its
operating expenses, fund stock repurchase programs, as well as for the payment of dividends to
shareholders. At December 31, 2002, LSB Financial had $46,000 in liquid assets on hand. The
primary source of liquidity on an ongoing basis is dividends from Lafayette Savings. Dividends
totaling $861,000 were paid from Lafayette Savings to LSB Financial during the year ended
December 31, 2002. For the year ended December 31, 2002, LSB Financial paid dividends to
shareholders totaling $587,000.




DISCLOSURE REGARDING FORWARD-LOOKING STATEMENTS

This document, including information included or incorporated by reference, contains, and
future filings by LSB Financial on Form 10-KSB, Form 10-QSB and Form 8-K and future oral
and written statements by LSB Financial and cur management may contain, forward-loocking
statements about LSB Financial and its subsidiaries which we believe are within the meaning of
the Private Securities Litigation Reform Act of 1995. These forward-locking statements include,
without limitation, statements with respect to anticipated future operating and financial
performance, growth opportunities, interest rates, cost savings and funding advantages expected
or anticipated to be realized by management. Words such as may, could, should, would, believe,
anticipate, estimate, expect, intend, plan and similar expressions are intended to identify forward-
looking statements. Forward-looking statements by LSB Financial and its management are based
on beliefs, plans, objectives, goals, expectations, anticipations, estimates and intentions of
management and are not guarantees of future performance. We disclaim any obligation to update
or revise any forward-looking statements based on the occurrence of future events, the receipt of
new information or otherwise. The important factors we discuss below and elsewhere in this
document, as well as other factors discussed under the caption “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” in this document and identified in
our filings with the SEC and those presented elsewhere by our management from time to time,
could cause actual results to differ materially from those indicated by the forward-looking
statements made in this document: '

The following factors, many of which are subject to change based on various other factors
beyond our control, could cause our financial performance to differ materially from the plans,
objectives, expectations, estimates and intentions expressed in such forward-looking statements:

> the strength of the United States economy in general and the strength of the local
economies in which we conduct our operations;

othe effects of, and changes in, trade, monetary and fiscal policies and laws; including
interest rate policies of the Federal Reserve Board;

»financial market, monetary and interest rate fluctuations, particularly the relative
relationship of short-term interest rates to long-term interest rates;

>the timely development of and acceptance of new products and services of Lafayette
Savings and the perceived overall value of these products and services by users, including
the features, pricing and quality compared to competitors’ products and services;

the willingness of users to substitute competitors’ products and services for our products
and services;

the impact of changes in financial services’ laws and regulations (including laws
concerning taxes, accounting standards, banking, securities and insurance);

othe impact of technological changes;

cacquisitions;

>changes in consumer spending and saving habits; and

cour success at managing the risks involved in the foregoing.
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P
CROWE CHIZEK

®

REPORT OF INDEPENDENT AUDITORS

Board of Directors
LSB Financial Corp.
Lafayette, Indiana

We have audited the accompanying consolidated statements of financial condition of
LSB Financial Corp. as of December 31, 2002 and 2001. These financial statements
are the responsibility of the Corporation’s management. Our responsibility is to
express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in
the United States of America. Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether the financial statements are free
of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion. ;

In our opinion, the consolidated financial statements referred to above present fairly,
in all material respects, the financial position of LSB Financial Corp. as of December
31, 2002 and 2001, and the results of its operations and its cash flows for each of the
years in the three year period ended December 31, 2002 in conformity with
accounting principles generally accepted in the United States of America.

Q\a% el MO &@%’L?

Crowe, Chizek and Company LLP

Indianapolis, Indiana
January 30, 2003
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LSB FINANCIAL CORP.

CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION

December 31, 2001 and 2002

(Dollars in thousands, except per share data)

ASSETS
Cash and due from banks
Short-term investments

Cash and cash equivalents
Securities available-for-sale
Loans held for sale
Loans, net of allowance ($1,432 and $1,996)
Office properties and equipment - net
Federal Home Loan Bank stock, at cost
Accrued interest receivable and other assets

LIABILITIES AND SHAREHOLDERS’ EQUITY
Liabilities
Deposits
Advances from Federal Home Loan Bank
Accrued interest payable and other liabilities

Shareholders’ equity

Common stock ($.01 par value — 7,000,000 shares
authorized; 1,378,846 and 1,364,188 shares issued)

Additional paid-in capital
Retained earnings
Unamortized cost of recognition and retention plan
Unearned shares held by employee stock ownership plan
Accumulated other comprehensive income

2001 2002
$ 2478 $ 1,627
12,314 14,357
14,792 15,984
10,733 11,779
4,074 8,063
238,165 269,834
7,095 7,039
3,525 3,782
2.579 2615
$280,963 $319,096
$195,952 $221,590
60,345 70,473
1,278 1,531
257,575 293,594
14 14
8,279 8,100
15,422 17,550
(138) (109)
(282) (218)
93 165
23,388 25,502
$280,963 $319,096

See accompanying notes.
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LSB FINANCIAL CORP.

CONSOLIDATED STATEMENTS OF INCOME

Years ended December 31, 2000, 2001 and 2002

(Dollars in thousands, except per share data)

Interest income
Loans, including related fees
Taxable securities
Tax exempt securities
Other

Interest expense
Deposits
Borrowings

Net interest income
Provision for loan losses
Net interest income after provision for loan losses

Noninterest income
Deposit account service charges and fees
Net gain on mortgage loans originated for sale
Net gain on securities
Other

Noninterest expense
Salaries and employee benefits
Occupancy and equipment, net
Computer service
Advertising
Other

Income before income taxes
Income tax provision

Net income

Earnings per share
Earnings per share, assuming dilution

2000 2001 2002
$19,476 $20,401 $19,250
791 632 582
182 256 184
197 250 82
20,646 21,539 20,098
8,232 8,841 6,068
3,917 4,098 3,862
12,149 12,939 9,930
8,497 8,600 10,168
144 444 700
8,353 8,156 9,468
604 753 707
93 680 984
2 1 -
574 589 445
1,273 2,023 2,136
3,256 3,688 4,026
978 833 1,076
297 299 336
389 399 330
1,419 1,594 1,429
6,339 6,813 7,197
3,287 3,366 4,407
1,235 1,203 1,692
2,052 $ 2,163 $ 2,715
$ 155 $ 162 $ 2.03
1.52 1.59

1.97

See accompanying notes.
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LSB FINANCIAL CORP.

CONSOLIDATED STATEMENTS OF CASH FLOWS
Years ended December 31, 2000, 2001 and 2002
(Dollars in thousands)

2000 2001 2002

Cash flows {rom operating activities
Net income $ 2,052 $ 2,163 $ 2,715
Adjustments to reconcile net income to net cash
from operating activities

Depreciation 557 358 536
Net amortization on securities 8 2 104
Provision for loan losses 144 444 700
Gain on securities (2) (1) -
Employee stock ownership plan - shares earned 147 153 190

Changes in assets and liabilities
Loans held for sale 160 (3,986) (3,989)
Accrued interest receivable and other assets (317) 576 (7)
Accrued interest payable and other liabilities 307 17 204
Net cash from operating activities 3,056 (274) 453

Cash flows from investing activities
Proceeds from the maturity and paydown of

securities available-for-sale 2,368 5,891 3,106
Purchase of securities available-for-sale (3,587) (4,889) (4,165)
Proceeds from sales of securities available-for-sale 502 - 30
Purchase of Federal Home Loan Bank stock (387) - (257)
Loans made to customers net of payments received (25,198) 9,559  (32,369)
Purchase of premises and equipment (1,006) (944) (480)

Net cash from investing activities {27,308) 9,617  (34,135)
Cash flows from financing activities
Net change in deposits 15,083 6,252 25,638
Proceeds from Federal Home Loan Bank advances 43,300 3,660 24,500
Payments on advances from Federal Home Loan Bank (35,560) (12,813) (14,372)
Dividends paid (466) (531) (587)
Stock options exercised 44 8 22
Repurchase of stock - (270) (327}
Net cash from financing activities ‘ 22,401 (3.694) _34.874
'ﬁl
Net change in cash and cash equivalents (1,851) 5,649 1,192
Cash and cash equivalents at beginning of period 10,994 9,143 14,792
Cash and cash equivalents at end of pericd $ 9,143 $14,792 $15,984
Cash paid during the period for:
Interest $12,100 $12,990 $ 9,930
Income taxes 1,033 1,247 1,657

See accompanying notes.
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LSB FINANCIAL CORP.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2000, 2001 and 2002
(Dollars in thousands, except per share data)

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations and Principles of Consolidation: The consolidated financial
statements include the accounts of LSB Financial Corp. (LSB or the Company) and its
wholly-owned subsidiary, Lafayette Savings Bank, FSB (Bank) and the Bank’s wholly-
owned subsidiaries, LSB Service Corporation (LSBSC), and Lafayette Insurance &
Investments, Inc. (LI&I). Intercompany transactions and balances have been
eliminated. LSB generates mortgage and consumer loans and receives deposits from
customers located primarily in Tippecanoe County in Indiana. A substantial portion
of the loan portfolio is secured by single and multi-family residential mortgages.

Use of Estimates: To prepare financial statements in conformity with accounting
principles generally accepted in the United States of America, management makes
estimates and assumptions based on available information. These estimates and
assumptions affect the amounts reported and disclosed in the financial statements,
and future results could differ from these estimates. The allowance for loan losses
and fair values of financial instruments are particularly subject to change.

Cash Flows: Cash and cash equivalents include cash, deposits with other financial
institutions sold under 90 days and federal funds. Net cash flows are reported for
customer loan and deposit transactions.

Securities: Securities are classified as available-for-sale because they might be sold
before maturity and are carried at fair value, with unrealized holding gains and losses
included in other comprehensive income. Securities are written down to fair value
when a decline in fair value is not temporary. Restricted stock, such as Federal Home
Loan Bank stock, is carried at cost. Interest income includes amortization of
purchase premium or discount. Gains and losses on the sale of securities available-
for-sale are determined using the specific identification method.

Loans: Loans that management has the intent and ability to hold for the foreseeable
future or until maturity or pay-off are reported at the principal balance outstanding,
net of unearned interest, deferred loan fees and costs, and an allowance for loan
losses. Loans held for sale are reported at the lower of cost or market, on an
aggregate basis.

Interest income is reported on the interest method and includes amortization of net
deferred loan fees and costs over the loan term. Interest income is not reported when
full loan repayment is in doubt, typically when the loan is impaired or payments are
significantly past due. Payments received on such loans are reported as principal
reductions.

All interest accrued but not received for loans placed on nonaccrual is reversed
against interest income. Interest received on such loans is accounted for on the cash-
basis or cost-recovery method, until qualifying for return to accrual. Loans are
returned to accrual status when all the principal and interest amounts contractually
due are brought current and future payments are reasonably assured.

(Continued)
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LSB FINANCIAL CORP.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2000, 2001 and 2002
(Dollars in thousands, except per share data)

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Allowance for Loan Losses: The allowance for loan losses is a valuation allowance for
probable incurred credit losses, increased by the provision for loan losses and
decreased by charge-offs less recoveries. Management estimates the allowance
balance required using past loan loss experience, the nature and volume of the
portfolio, information about specific borrower situations and estimated collateral
values, ecocnomic conditions, and other factors. Allocations of the allowance may be
made for specific loans, but the entire allowance is available for any loan that, in
management’s judgment, should be charged-off. Loan losses are charged against the
allowance when management believes the uncollectibility of a loan balance is
confirmed.

A loan is impaired when full payment under the loan terms is not expected.
Impairment is evaluated in total for smaller-balance loans of similar nature such as
residential mortgage, consumer, and credit card loans, and on an individual loan
basis for other loans. If a loan is impaired, a portion of the allowance is allocated so
that the loan is reported, net, at the present value of estimated future cash flows
using the loan's existing rate or at the fair value of collateral if repayment is expected
solely from the collateral.

Servicing Rights: Servicing rights assets represent the allocated value of servicing
rights retained on loans sold. Servicing rights are expensed in proportion to, and over
the period of, estimated net servicing revenues. Impairment is evaluated based on the
fair value of the rights, using groupings of the underlying loans as to loan type,
interest rates and then age. Fair value is determined using prices for similar assets
with similar characteristics. A valuation allowance is recorded to reflect the
impairment of a grouping.

Foreclosed Assets: Assets acquired through or instead of loan foreclosure are initially
recorded at the lower of cost or fair value when acquired, establishing a new cost
basis. If fair value declines, a valuation allowance is recorded through expense.
Costs after acquisition are expensed.

Office Properties and Equipment: Land is carried at cost. Office properties and
equipment are stated at cost less accumulated depreciation. Depreciation is
computed by straight-line and accelerated methods over estimated useful lives
ranging from 3 to 39 years.

Long-Term Assets: These assets are reviewed for impairment when events indicate
their carrying amount may not be recoverable from future undiscounted cash flows.
If impaired, the assets are recorded at fair value.

(Continued)
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Stock Compensation: Employee compensation expense under stock options is
reported using the intrinsic value method. No stock-based compensation cost is
reflected in net income, as all options granted had an exercise price equal to or
greater than the market price of the underlying common stock at date of grant. The
following table illustrates the effect on net income and earnings per share if expense
was measured using the fair value recognition provisions of FASB Statement No. 123,
Accounting for Stock-Based Compensation.

2000 2001 2002
Net income as reported $ 2,052 $ 2,163 $ 2,715
Deduct: Stock-based compensation expense
determined under fair value based method 64 18 23
Pro forma net income 1,988 2,145 2,692
Basic earnings per share as reported 1.55 1.62 2.03
Pro forma basic earnings per share 1.50 1.61 2.01
Diluted earnings per share as reported 1.52 1.59 1.97
Pro forma diluted earnings per share 1.48 1.57 1.95

The pro forma effects are computed using option pricing models, using the following weighted-
average assumptions as of grant date. There were no options granted during 2002.

2000 2001 2002
Risk-free interest rate 5.16% 4.51% -%
Expected option life 7 years 7 years -
Expected stock price volatility .23 21 -
Dividend yield 2.90% 2.25% -%
Weighted average fair value of options granted $ 3.06 $ 3.27 $ -

Employee Stock Ownership Plan (ESOP): The cost of shares issued to the ESOP, but
not yet allocated to participants, is shown as a reduction of shareholders’ equity.
Compensation expense is based on the market price of shares as they are committed
to be released to participant accounts. Dividends on allocated ESOP shares reduce

retained earnings; dividends on unearned ESOP shares reduce debt and accrued
interest. :

Income Taxes: Income tax expense is the sum of the current year income tax due or
refundable and the change in deferred tax assets and liabilities. Deferred tax assets
and liabilities are the expected future tax consequences of temporary differences
between the carrying amounts and tax bases of assets and liabilities, computed using
enacted tax rates. A valuation allowance, if needed, reduces deferred tax assets to the
amount expected to be realized.

(Continued)
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING PCOLICIES (Continued)

Off Balance Sheet Financial Instruments: Financial instruments include off balance
sheet credit instruments, such as commitments to make loans and letters of credit,
issued to meet customer financing needs. The face amount for these items represents
the exposure to loss, before considering customer collateral or ability to repay. Such
financial instruments are recorded when they are funded.

Fair Values of Financial Instruments: Fair values of financial instruments are
estimated using relevant market information and other assumptions, as more fully
disclosed separately. Fair value estimates involve uncertainties and matters of
significant judgment regarding interest rates, credit risk, prepayments, and other
factors, especially in the absence of broad markets for particular items. Changes in
assumptions or in market conditions could significantly affect the estimates.

Earnings Per Share Data: Earnings per share is net income divided by the weighted
average number of common shares outstanding during the period. ESOP shares are
considered outstanding for this calculation unless unearned. Diluted earnings per
share include the dilutive effect of additional potential common shares issuable under
stock options. Earnings and dividends per share are restated for all stock splits and
dividends through the date of issue of the financial statements.

Comprehensive Income: Comprehensive income consists of net income and other
comprehensive income. Other comprehensive income includes unrealized gains and
losses on securities available for sale which are also recognized as a separate
component of equity.

Loss Contingencies: Loss contingencies, including claims and legal actions arising in
the ordinary course of business, are recorded as liabilities when the likelihood of loss
is probable and an amount or range of loss can be reasonably estimated.
Management does not believe there now are such matters that will have material
effect on the financial statements.

Dividend Restriction: Banking regulations require the maintenance of certain capital
levels and may limit the amount of dividends paid by the bank to the holding
company or by the holding company to its shareholders.

Operating Segments: While the chief decision-makers monitor the revenue streams of
the various products and services, the identifiable segments are not material and
operations are managed and financial performance is evaluated on a Company-wide
basis. Accordingly, all of the financial service operations are considered by
management to be aggregated in one reportable operating segment.

(Continued)
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Newly Issued But Not Yet Effective Accounting Standards: New accounting standards
on asset retirement obligations, restructuring activities and exit costs, operating
leases, and early extinguishment of debt were issued in 2002. Management
determined that when the new accounting standards are adopted in 2003 they will
not have a material impact on the Company’s financial condition or results of
operations.

NOTE 2 - SECURITIES AVAILABLE-FOR-SALE

The fair values of securities at year-end and the related unrealized gains and losses
recorded in accumulated other comprehensive income were as follows:

Gross Gross
Fair Unrealized Unrealized
Value Gains Losses
2001
Obligations of the U.S.

Government and its agencies $ 2,618 3 55 % (11)
Mortgage-backed securities 2,448 52 (3)
States and political subdivisions 4,129 44 (11)
Corporate securities and

commercial paper 1,538 29 -

$ 10,733 § 180 $ (25)
Gross Gross
Fair Unrealized Unrealized
Value Gains Losses
2002
Obligations of the U.S.

Government and its agencies $ 4860 $ 142 % -
Mortgage-backed securities 1,567 43 -
States and political subdivisions 5,352 91 -

$ 11,779 § 276  § -
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NOTE 2 - SECURITIES AVAILABLE-FOR-SALE (Continued)

The fair value of debt securities at year end 2002, by contractual maturity, is shown
below. Securities not due at a single maturity, primarily mortgage-backed securities,
are shown separately.

Due in one year or less $ 1,827
Due after one year through five years 7,583
Due after five years through ten years 573
Due after ten years 229
Mortgage-backed securities 1,567

$ 11,779

The sales and calls of securities available-for-sale during 2000 and 2001 generated
gross gains of $2 and $1 and no losses. There were no gains or losses on securities
sales or calls in 2002.

NOTE 3 - LOANS

Year-end loans consisted of the following:

2001 2002

Mortgage loans secured by:

One-to-four family residences $127,399 $136,023

Multi-family residences 29,036 35,381

Commercial real estate 35,754 46,295
Construction and development 27,554 29,252
Home equity lines of credit 12,478 14,716
Commercial business loans 8,049 11,147
Consumer loans 5,200 4,202

Gross loans receivable 245,470 277,016
Undisbursed portion of loans in process (5,683) (4,914)
Deferred loan fees, net (190) (272)
Allowance for loan losses (1,432) _ (1,996)

$238,165 $269,834

Mortgage loans serviced principally for the Federal Home Loan Mortgage Corporation
are not included in assets. The unpaid principal balances of such loans were $84,514
and $102,986 at December 31, 2001 and 2002.

(Continued)
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NOTE 3 - LOANS (Continued)

Activity for capitalized mortgage servicing rights was as follows:

2000 2001 2002
Beginning of year $ 481 $ 449 $ 704
Additions 22 - 381 478
Amortized to expense (54) {126) (369)
End of year $ 449 $ 704 $ 813

No valuation allowance was deemed necessary at December 31, 2001 or 2002.

Certain executive officers and directors are loan customers of the Bank. Total loans
outstanding to these individuals or their associates were $191 and $485 at year end
2001 and 2002.

Activity in the allowance for loan losses was as follows:

2000 2001 2002
Beginning balance $ 894 $ 1,028 $ 1,432
Provision for loan losses 144 444 700
Loan charge-offs (15) (43) (146)
Recoveries 5 3 10
Ending balance $ 1028 $ 1432 $ 1,99
Information about impaired loans is as follows:
2000 2001 2002
Year-end loans with no allowance
for loan losses allocated $ - 8 - 8 -
Year-end loans with allowance for
loan losses allocated ~ 826 1,384
Amount of the allowance allocated - 300 711
Average of impaired loans during the year - 165 2,263

Interest income recognized during impairment - -

Cash-basis interest income recognized - - -

(Continued)
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NOTE 3 - LOANS (Continued)

Information about nonperforming loans is as follows:

$ $

Loans past due over 90 days still on accrual
Nonaccrual loans

3,310

2,739
Nonperforming loans and impaired loans are defined differently. Some loans may be

included in both categories, whereas other loans may only be included in one
category.

NOTE 4 - OFFICE PROPERTIES AND EQUIPMENT

Office properties and equipment is as follows at year-end:

2001 2002
Land | $ 1,326 $ 1,326
Office buildings and improvements 5,929 6,135
Furniture and equipment 2,484 2,727
9,739 10,188
Less accumulated depreciation and amortization (2,644) (3,149)

$§ 7095 $ 7,039

NOTE & - DEPOSITS

Deposits at year-end are summarized as follows:

2001 2002

Amount Percent Amount Percent

Non interest-bearing deposits $ 10,233 5.22% $ 16,265 7.34%
NOW accounts 35,656 18.20 39,062 17.63
Savings accounts 16,449 8.39 18,258 8.24
62,338 31.81 73,585 33.21

Certificates of deposit

2.00% to 3.99% 47,228 24.11 95,194 42.96
4.00% to 5.99% 49,295 25.16 47,727 21.54
6.00% to 7.99% 37,091 18.92 5,084 2.29
133,614 68.19 148,005 66.79
$195,952 100.00%  $221,591 100.00%
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'NOTE 5 - DEPOSITS {Continued)

At December 31, 2002, scheduled maturities of certificates of deposit are as follows:

Time deposits of $100 or more were $29,065 and $50,750 at December 31, 2001 and

2002.

NOTE 6 - ADVANCES FROM FEDERAL HOME LOAN BANK

Advances from the Federal Home Loan Bank (FHLB) require monthly interest
payments at fixed rates and are secured by a blanket pledge of the Bank's eligible

mortgage loans. At December 31, 2002, the year of final maturity and the current

2003
2004
2005
2006
2007

$ 88,170
16,277
15,642

8,121
19,795

$148,005

weighted average interest rate of FHLB advances were as follows:

2002
2003
2004
2005
2006
2007
2008
2009
2010
2011

----------- 2001 ------
Weighted
Average
Interest  Principal
Rate Balance
5.79% $13,660
6.35 15,000
7.34 2,500
7.30 4,300
6.73 2,000
5.19 5,385
5.21 4,000
6.03 10,000
4.66 3,500
$60,345

———————— 2002----—---
Weighted
Average
Interest Principal
Rate Balance
% $
6.11 16,000
7.34 2,500
4.58 17,800
3.21 3,000
4.87 9,000
5.19 4,673
5.21 4,000
6.03 10,000
4.73 3,500
$70,473
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NOTE 6 - ADVANCES FROM FEDERAL HOME LOAN BANK (Continued)

Advances totaling $19,500 may, at certain dates, be converted to adjustable rate
advances by the FHLB. If converted, the advances may be prepaid without penalty.
Except for the amortizing advances with a final maturity of 2008, advances are due in
full at maturity. These amortizing advances have required principal payments during
the next five years of $622 (2003), $544 (2004), $475 (2005), $415 (2006), $362 (2007)
and $2,255 (thereafter).

NOTE 7 - CAPITAL REQUIREMENTS AND DIVIDEND RESTRICTIONS

The Bank is subject to various regulatory capital requirements administered by its
primary regulator, the Office of Thrift Supervision (OTS) and by the Federal Deposit
Insurance Corporation (FDIC). Failure to meet minimum capital requirements can
result in certain mandatory and possibly additional discretionary actions by
regulators that, if undertaken, could have a direct material effect on the financial
statements. These guidelines and the regulatory framework for prompt corrective
action involve quantitative measures of capital, assets, liabilities, and certain off-
balance-sheet items as calculated under regulatory accounting practices as well as
qualitative judgments by the regulators about components, risk weightings, and other
factors. The Bank’s deposit insurance premium rate is also based, in part, on these
requirements. At December 31, 2001 and 2002, the Bank’s actual and required

minimum capital ratios were as follows:
FDIC
To Be Well

Total Capital (to Risk

Weighted Assets)
2001
2002

Tier I Capital (to Risk

Weighted Assets)
2001
2002

Actual
Amount Ratio
$ 23,789 11.71%

26,509 11.64

$ 22,357 11.01%
24,533 10.77

OTS
For Capital
Adequacy Purposes
Amount Ratio

$ 16,249 8.0%
18,216 8.0

$ 8,125 4.0%
9,108 4.0

Capitalized Under
Corrective Action
Provisions
Amount Ratio

$ 20,311 10.0%
22,770  10.0

$ 12,187 6.0%
13,662 6.0
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NOTE 7 - CAPITAL REQUIREMENTS AND DIVIDEND RESTRICTIONS (Continued)

FDIC
To Be Well
OTs Capitalized Under
. For Capital Corrective Action
Actual Adequacy Purposes Provisions
Amount Ratio Amount Ratio Amount Ratio
Tier 1 {Core) Capital
(to Adjusted Assets)
2001 $ 22,357 7.95% $ 8,436 3.0% $ 14,060 5.0%
2002 24,533 7.67 9,593 3.0 15,988 3.0
Tangible Capital
(to Adjusted Assets)
2001 $ 22,357 7.95% $ 4,218 1.5% N/A N/A
2002 24,533 7.67 4,796 1.5 N/A N/A

At December 31, 2001 and 2002, the Bank’s capital ratios result in its being
designated a well capitalized institution.

The Qualified Thrift Lender test requires at least 65% of assets be maintained in
housing-related financial and other specified areas. If this test is not met, limits are
placed on growth, branching, new investments, FHLB advances and dividends, or the
Bank must convert to a commercial bank charter. Management believes that this test
is met.

OTS regulations limit capital distributions by savings institutions. The least
restriction is placed on “tier 1” institutions, defined as well-capitalized and with
favorable qualitative OTS examination ratings, which can make distributions in a year
up to net income for that year to date plus net retained income for the preceding two
years. Other institutions have more stringent requirements, the most restrictive
being prior OTS approval of any capital distribution. The Bank is a tier 1 institution.

LSB converted from a mutual to a stock institution, and a “liquidation account” was
established at $8,066, which was net worth reported in the conversion prospectus.
Eligible depositors who have maintained their accounts, less annual reductions to the
extent they have reduced their deposits, would receive a distribution from this
account if the Bank liquidated. Dividends may not reduce shareholders’ equity below
the required liquidation account balance.

(Continued)
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NOTE 8 - BENEFIT PLANS

The LSB Stock Option Plan reserved 170,265 shares of common stock for granting
options to directors, officers and employees of the Companies. Under the terms of the
Plan, options can be granted at values not less than the fair market value of the

shares of common stock at the date of the grant. Options vest at each anniversary
date over a five-year period and must be exercised within ten years of grant.

Information about stock options is as follows:

2001 2002
Weighted Weighted
Average Average
Price per Price Per Price Per
Options Share Options  Share Options Share

Beginning of year 128,603 $10.36 132,346 $10.47 131,296 $10.48
Granted 11,700 12.43 10,000 14.56 - -
Exercised (4,765) 9.30 (850) 9.30 (2,321) 9.32
Forfeited (3,192) 9.30 (10,200) 12.49 (230) 14.43

End of year 132,346 10.47 131,296 10.48 128,745 10.49

|

|

| Weighted average

i remaining option life 5.4 years 4.5 years 3.5 years
|
l
I

| Price range of options
| $9.30 - $12.45 per share 118,540 117,490 115,091

’ $17.46 - $19.00 per share 13,806 13,806 13.654
132,346 131,296 128,745

Options exercisable at year-end are as follows:

Weighted-Average

Number Per Share
of Options Exercise Price
2000 111,642 9.67
f 2001 113,892 9.87
2002 116,484 10.11
(Continued)
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NOTE 8 - BENEFIT PLANS (Continued)

The LSB Recognition and Retention Plan (RRP) has awarded stock to certain officers
and directors of the Company. Stock awarded under the RRP is restricted as to
certain rights at the time of issuance. These restrictions are removed over a S-year
period. If an employee leaves LSB prior to vesting, the remaining restricted shares are
returned to the Company. During 2002, no shares were forfeited by RRP participants.
The cost of awarded shares is amortized over the vesting period. Expense recorded for
the RRP totaled $74, $11 and $29 for 2000, 2001 and 2002.

The Bank maintains an ESOP which purchased 8% of the stock offered in the
conversion using funds provided by an $824 loan from LSB which will be repaid by
contributions to the ESOP by the Bank in the future. Pursuant to the ESOP, the
shares are to be allocated to participants annually, over a 12-year period, based upon
employee compensation levels during the year. The number of shares earned each
year is determined by the ESOP loan agreement. Shares no longer required to be held
as collateral for that loan are committed to be released and are earned by
participants.

The following table presents information about the ESOP at year-end or for the year:

2000 2001 2002
Shares earned for the year 11,709 11,105 10,500
Shares allocated to participants at year-end 56,721 67,827 63,534
Shares committed to be released at year-end 11,709 11,105 10,500
Unearned shares at year-end 57,456 46,344 35,851
Fair value of unearned shares at year-end $ 689 § 753 % 698
Expense recognized for the year 147 153 190

NOTE © - COMMITMERTS AND CONTINGENT LIABILITIES

At year-end these financial instruments are summarized as follows:

2001 2002

Commitments to extend credit:
Fixed rate $ 4908 $ 23,968
Variable rate 6,319 7,622
Unused portions of lines of credit 27,092 28,600
Letters of credit 358 895

(Continued)
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NOTE 9 - COMMITMENTS AND CORTINGENT LIABILITIES (Continued)

The commitments to extend credit are agreements to lend to a customer as long as
there is no violation of any condition established under the contract. Generally, such
commitments are for no more than 60 days. At December 31, 2002, the fixed rate
loan commitments were at rates ranging from 4.63% to 7.75%. Unused portions of
lines of credit include balances available on commercial, home equity and credit card
loans and are variable rate.

Since many commitments to make loans expire without being used, the amounts do
not necessarily represent future cash commitments. Collateral obtained upon
exercise of the commitment is determined using management's credit evaluation of
the borrower.

In the ordinary course of business, the Bank has loans, commitments and contingent
liabilities, such as guarantees and commitments to extend credit, which are not
reflected in the accompanying consolidated statements of financial condition. The
Bank's exposure to credit loss in the event of nonperformance by the other party to
the financial guarantees is represented by the contractual amounts of those
instruments. The Bank uses the same credit policy to make such commitments as it
uses for on-balance-sheet items.

NOTE 10 - INCOME TAXES

An analysis of the income tax provisiion is as follows:

2000 2001 2002
Current provision $ 1,331 $ 1,151 $ 1,879
Deferred provision (benefit) (96) 52 (187)

$ 1235 $ 1203 § 1,692
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NOTE 10 - INCOME TAXES (Continued)

The difference between the financial statement income tax provision and the amount
computed by applying the statutory federal tax rate of 34% to income before income

taxes is reconciled as follows:

2002

2000 2001

Income tax provision computed

at statutory rate $ 1,118 $ 1,144 $ 1,498
Add (subtract) tax effect of

Low income housing credit (49) (45) (48)
Tax exempt income (51) (71) (43)
State tax expense (net of federal tax benefit) 177 143 223
ESOP expense 26 30 43
Other 14 2 19
$ 1235 $ 1203 $ 1,692

The net deferred tax asset/({liability) recorded at 2001 and 2002 is comprised of the

following:
2001 2002
Deferred tax assets from:
Bad debt deductions $ 410 $ 822
Loan fee income S 3
Deferred compensation 66 64
481 889
Deferred tax liability from:
Fixed asset depreciation . (372) (597)
Net unrealized gain on securities (62) (111)
Mortgage servicing rights - (277) (352)
Other : (196) (117)
(907) (1,177)
Valuation allowance for deferred tax assets - -
Net deferred tax asset/(liability) $ (426) $__ (288)
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NOCTE 10 - INCOME TAXES (Continued)

Federal income tax laws provided additional bad debt deductions through 1987,
totaling $1,861. Accounting standards do not require a deferred tax liability to be
recorded on this amount, which liability otherwise would total $737 at December 31,
2002. If the Bank were liquidated or otherwise ceases to be a bank or if tax laws were
to change, this amount would be expensed. Under 1996 tax law changes, bad debts
are based on actual loss experience and tax bad debt reserves accumulated since
1987 are to be reduced. This requires payment of approximately $44 annually for six
years beginning in 1998.

NOTE 11 - EARNINGS PER SHARE

The following table presents the data used to compute earnings per share:

: 2000 2001 2002
Weighted average shares outstanding
during the year 1,324,161 1,335,213 1,336,314
Dilutive effect of potential shares 22,799 28,587 42 705
Shares used to compute diluted
earnings per share 1,346,960 1,363,800 1,379,019

During 2001 and 2002, there were 13,803 and 1,050 options that were antidilutive
and were not considered in computing diluted earnings per share.

(Continued)
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NOTE 12 - DISCLOSURES ABOUT FAIR VALUE CF FINANCIAL INSTRUMENTS

Financial instruments at year-end are as follows, in thousands.

2001 2002
Carrying Fair Carrying Fair
Value Value Value Value
Financial assets
Cash and short-term
investments $ 14,792 $ 14,792 $ 15,984 $ 15,984
Securities available-for-sale 10,733 10,733 11,779 11,779
Federal Home Loan Bank stock 3,925 3,525 3,782 3,782
Loans (net) 242,239 250,661 277,897 282,772
Accrued interest receivable 1,487 1,487 1,805 1,805
Financial liabilities
Deposits (195,952) (198,189) (221,590) (222,677)
Federal Home Loan Bank
advances (60,345) (62,443) (70,473) (74,799)
Accrued interest payable (212) (212) (212) (212)

The estimated fair value approximates carrying amount for all items except those
described below. Estimated fair value for securities is based on quoted market values
for the individual securities or for equivalent securities. Estimated fair value for loans
is based on the rates charged at year end for new loans with similar maturities,
applied until the loan is assumed to reprice or be paid. Estimated fair value for time
deposits and FHLB advances is based on the rates paid at year end for new deposits
or borrowings, applied until maturity. Estimated fair value for off-balance-sheet loan
commitments are considered nominal. ‘
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NOTE 13 - PARENT COMPANY FINANCIAL STATEMENTS

Presented below are the condensed balance sheets and the related condensed
statements of income and cash flows for the parent company.

CONDENSED BALANCE SHEETS
December 31, 2001 and 2002

2001 2002

ASSETS :
Short-term investments K $ 173 % 46
Investment in the Bank 22,450 24,697
Securities available-for-sale 235 229
Loan to ESOP 343 275
Other assets 187 255
$23,388 $25,502
LIABILITIES , $ - % -
SHAREHOLDERS® EQUITY 23,388 25,502

$23,388 $25,502

CONDENSED STATEMENTS OF INCOME
For the years ended December 31, 2000, 2001 and 2002

2000 2001 2002

Operating income
Dividends from the Bank $ 316 $ 700 $ 861
Other operating income 15 15 14
Operating expenses (132) (168) (190)
Income tax benefit 54 65 74
Income before equity in undistributed income

of the Bank 253 612 759
Equity in undistributed income of the Bank 1,799 1,551 1,956

Net income $ 2,052 § 2,163 $ 2,715
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NOTE 13 - PARENT COMPANY FINANCIAL STATEMENTS (Continued)

CONDENSED STATEMENTS OF CASH FLOWS
For the years ended December 31, 2000, 2001, and 2002

2000 2001 2002

Cash flows from operating activities
Net income $ 2,052 $ 2,163 $ 2,715
Adjustments to reconcile net income to net cash
from operating activities

Equity in undistributed income of the Bank (1,799) (1,551) (1,950)
Change in other assets (146) 133 (68)
Net cash from operating activities 107 765 691

Cash flows from investing activities
Proceeds from the paydown of securities

available-for-sale (3) 6 6
Proceeds from repayment of the loan to ESOP 69 68 68
Net cash from investing activities 66 74 74

Cash flows from financing activities

Issuance of RRP shares, net of forfeitures 53 76 -
Dividends paid (466) (531) (587)
Stock options exercised 44 8 22
Repurchase of stock - (270) (327)
Net cash from financing activities (369) (717) (892)

WNet changes in cash eguivalents (196) 122 (127)
Cash equivalents at beginning of year 247 51 173
Cash equivalents at end of year 3 51 $§ 173 $ 46

(Continued)
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NOTE 14 - OTHER COMPREHENSIVE INCOME

Other comprehensive income components and related taxes were as follows:

2000 2001 2002
Unrealized holding gains and losses on
available-for-sale securities $ 176 3 148 3 121
Less reclassification adjustments for gains
and losses later recognized in income (2) (1) -
Net unrealized gains and losses 174 147 121
Tax effect 69 (59) (49)
Other comprehensive income/(loss) $ 105 $ 88 S 72
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Common Stock

As of December 31, 2002, there were approximately 1,073 holders of record of LSB
Financial Common Stock and 1,364,188 shares of issued and outstanding common stock. LSB
Financial's stock is quoted on the Nasdaq National Stock Market under the symbol "LSBL"

The following table sets forth, for the periods shown, the high and low sale price of the
common stock and cash dividends per share declared. All amounts have been adjusted to reflect
stock dividends and stock splits declared by the Company to date.

Cash
Dividends
Quarter Ended _High _Iow Declared
March 31, 2001 $13.50 $11.875 $0.10
June 30, 2001 13.90 12.21 0.10
September 30, 2001 14.80 12.80 0.10
December 31, 2001 16.35 14.70 0.10
March 31, 2002 17.00 16.00 0.11
June 30, 2002 19.65 16.61 0.11
September 30, 2002 19.61 17.77 0.11
December 31, 2002 19.94 17.51 0.11

Dividend payment decisions are made with consideration of a variety of factors including
earnings, financial condition, market considerations and regulatory restrictions. Restrictions on
dividend payments are described in Note 7 of the Notes to Consolidated Financial Statements
included in this Annual Report.
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